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OATH OR AFFIRMATION

[, Scott K. Davis, swear (or affirm) that, to the best of my knowledge and belief the accompanying financial
statement and supporting schedules pertaining to the firm of Essex National Securities, Inc, as of
December 31, 2006, are true and correct. [ further swear (or affirm) that neither the company nor any partner,
proprietor, principal officer or director has any proprietary interest in any account classified solely as that of a
customer.

(Moo Geodas

N

v Signature =~

President and Chief Executive Officer
Title

MARGARET GEDDES
Commission # 1547562
Notary Public - Califormig

§

Notary Pl@ic

Napa County
My Comm. Explres Jan 27, 2009

This report ** contains (check all applicable boxes):
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{(a) Facing page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Cash Flows.

{e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor's Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3,

(j) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

{1) An Oath or Affirmation.

{m) A copy of the SIPC Supplemental Report.

{n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

(o) independent Auditor’s Report on Internal Control

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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McGladrey & Pullen

Certified Public Accountants

Independent Auditor's Report

To the Stockholder and Board of Direclors
Essex National Securities, Inc.
Napa, California

We have audited the accompanying statement of financial condition of Essex National Securities, Inc. (the Company)
as of December 31, 2006, that you are filing pursuant to rule 17a-5 under the Securities Exchange Act of 1934. This
financial statement is the responsibility of the Company’s management. Qur responsibility is to express an opinion
on this financial statement based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
statement of financial conditions is free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the statement of financial condition. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

in our opinion, the statement of financial condition referred to above presents fairly, in all material respects, the
financial position of Essex National Securities, Inc. as of December 31, 2006, in conformity with accounting principles

generally accepted in the United States of Amenca.
///6'%47 / ol L Le”

Chicago, lllingis
March 30, 2007

McGladrey & Pullen, LLP is a member firm of RSM Intemational -
an affliation of separate and independent legal entities. -1-




Essex National Securities, Inc.

Statement of Financial Condition
December 31, 2006

Assets

Cash and cash equivalents

Deposits with clearing broker and clearing organization
Receivable from clearing broker

Marketable securities, at fair value

Commissions receivable

Due from affiliates

Prepaid expenses

Other assets

Total assets
Liabilities and Stockholder's Equity
Liabilittes
Due to affifiates
Commissions payable
Accounts payable and accrued expenses

Total liabilities

Stockholder's Equity

Common stock, $1 par value, 200 shares authorized,

issued and outstanding
Additional paid-in capital
Retained earnings
Total stockholder's equity

Total liabilities and stockholder's equity

The accompanying notes are an integral part of this statement of financial condition.

1,255,206
129,007
183,182
110,240
321,655

7,610
156,412
15,587

2,169,899

139,229
219,609
418,304

777,142

200

4,029,844
(2,637,287}

1,392,757

2,169,899




Essex National Securities, Inc.

Notes to Statement of Financial Condition

Note 1. Nature of Business and Significant Accounting Policies

Essex National Securities, Inc. (the Company} is a registered broker-dealer under the Securities Exchange Act of
1934 and is a member of the National Association of Securities Dealers, Inc. (NASD). The Company is a wholly
owned subsidiary of Essex Nationat Financial Services, LLC (the Parent or ENFS). The Parent is ultimately owned
by Addison Avenue Federal Credit Union {(Addison).

In the normal course of business, the Company engages in, and earns commissions from, the distribution of mutual
funds and variable annuities. The Company maintains no margin accounts. The Company also engages in
transactions involving corporate over-the-counter equity securities, corporate debt securities, United States
government debt securities and municipal debt securnities. With the exception of variable and fixed annuity sales and
certain mutual fund applications, all business is transacted on a fully disclosed basis through the Company’s clearing
broker.

The Company's business is primarily conducted in the northeast region of the United States. The majority of the
Company’s commission revenue is derived from the distribution of variable and fixed annuity products and mutual
funds.

The Company operates under the provisions of Paragraph (k)(2)(ii) of rule 15¢3-3 of the Securities Exchange Act of
1934 and, accordingly, is exempt from the remaining provisions of that rule. Essentially, the requirements of
Paragraph (k){2)(ii) provide that the Company clear all transactions on behalf of customers on a fully disclosed basis
with a clearing broker-dealer, and promptly transmit all customer funds and securities to the clearing broker-dealer.
The clearing broker-dealer carries all of the accounts of the customers and maintains and preserves all related books
and records as are customarily kept by a clearing broker-dealer.

Pursuant to a Purchase Agreement (Agreement} executed on January 26, 2006, between the Company’s previous
Parent, Essex Holding Company, Inc. and Essex National Financial Services, LLC (the Purchaser) on or about
February 28, 2006 (the Closing Date), all of the Company's issued and outstanding capital stock was acquired {the
Acquisition) by Purchaser.

In addition, the Agreement provided that ENFS purchased certain assets used in the operation of the Company's
securities business that are owned by the Company. The assets include the Company's rights under certain
agreements with third parties, as well as furniture and fixtures, and certain software licenses. Further the Agreement
provides that ENFS will purchase from the Company the issued and outstanding capital stock of certain insurance
agency affiliates of the Company.

A summary of the Company's significant accounting policies follows:

Use of estimates: The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumpticns that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenue and expense during the reporting period. Actual results could differ from those estimates.

Cash and cash equivalents: The Company has defined cash and cash equivalents as short-term, highly liquid
securities and federal funds sold with original maturities of less than 90 days that are not used for trading purposes.
Included in cash and cash equivalents is restricled cash in the amount of $149,597 that has been segregated in a
special reserve account or the benefit of customers.




Essex National Securities, Inc.

Notes to Statement of Financial Condition

Note 1. Nature of Business and Significant Accounting Policies {continued)

Marketable secunties: Securities transactions and related revenues and expenses are recorded on a trade-date
basts. Marketable securities are recorded at market value based on quoted market prices. [f listed market prices are
not available, fair value is determined based on cther relevant factors, including broker or dealer price quotations.
The resulting unrealized gains and losses are reflected in other revenue on the statement of operations.

Fair value of financial instruments: Substantially all of the Company’s assets and liabilities are considered financial
instruments and are either already reflected at fair value or contract amounts and are short-term or replaceable on
demand. Therefore, their carrying amounts approximate fair values.

income taxes: Deferred taxes are provided on a liability method whereby deferred tax assets are recognized for
deductible temporary differences and operating loss and tax credit carryforwards and defemed tax liabilities are
recagnized for taxable temporary differences. Temporary differences are the differences between the reported
amounts of assets and liabilities and their tax bases. Deferred tax assets are reduced by a valuation allowance
when, in the opinion of management, it is more likely than not that some portion or all of the deferred tax assets will
not be realized. Deferred tax assets and liabilities are adjusted for the effects of change in tax laws and rates on the
date of enactment.

Reclassification: Certain items in the financial statements have been reclassified to conform to the 2006
presentation.

Recent accounting pronouncements: In September 20086, the Financial Accounting Standards Board (*FASB”)

issued Statement of Financial Accounting Standards No. 157, Fair Value Measurements ("SFAS 1577). SFAS 157,
among other things, defines fair value, establishes a framework for measuring fair value and enhances
disclosures about fair value measurements required under other accounting pronouncements, but does not change
existing guidance as to whether or not an instrument is caried at fair value. SFAS 157 is effective for the Company
on January 1, 2008. The Company does not expect the application of SFAS 157 to have a material effect on the
accompanying financiat statement.

In June 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in Incorne Taxes (“FIN 48").
FIiN 48 provides guidance for how uncertain tax positions should be recognized, measured, presented and disclosed
in the financial statements. FIN 48 requires the evaluation of tax positions taken or expected to be taken in the
course of preparing the Company's tax returns to determine whether the tax positions are “more-likely-that-not” of
being sustained by the applicable tax authority. Tax positions not deemed to meet the more-likely-than-not threshold
would be recorded as a tax benefit or expense in the current year. Adoption of FIN 48 is required for fiscal years
beginning after December 15, 2006 and is to be applied to all open tax years as of the effective date. The Company
does not expect the application of FIN 48 to have a material effect on the accompanying financial statement.



Essex National Securities, Inc.

Notes to Statement of Financial Condition

Note 2. Related Party Transactions
At December 31, 2008, included in commissions payable is $213,494 due to affiliates.

Note 3. Income Taxes

The Company's deferred tax asset of $1,287,627 at December 31, 20086, arises from the future tax benefits of the net
operating loss carryforwards for federal, state and local tax purposes. The deferred tax asset has been fully provided
with a valuation allowance at December 31, 2006. The valuation allowance increased by $1,140,624 during the year
ended December 31, 2006.

As of December 31, 2006, the Company had net operating loss camyforwards of $5,181,041 for state tax purposes
which will expire if not utilized beginning in 2012.

Note 4. Commitments and Contingent Liabilities

In the ordinary course of its business, the Company is party to a number of {egal proceedings as plaintiff and
defendant. In those matters where the Company is named as a defendant, the Company has strong defenses and
intends to vigorously defend itself against the claims asserted. Regardless, the Company believes that the amount
for which it may be held liable, if any, will not have a material adverse effect on its financial condition or resulls of
operations.

Note 5. Concentrations of Credit Risk

The Company is engaged in various brokerage activities in which counterparties primarily include its clearing broker-
dealer, banks and other financial institutions. In the event that counterparties do not fulfill their obligations, the
Company may be exposed to risk. The risk of default depends on the creditworthiness of the counterparty.

The Company maintains deposits with high quality financial institutions in amounts that are in excess of federally
insured limits; however, the Company does not believe it is exposed to any significant credit risk.

Note 6. Indemnifications

The Company has agreed to indemnify its clearing broker for losses thal the clearing broker may sustain from the
customer accounts introduced by the Company. The maximum potential amount of future payments that the
Company could be required to make under these indemnifications cannol be estimated. However, the Company
belfieves that it is unlikely it will have to make material payments under these arangements and has not recorded any
contingent fiability in the financial statements for these indemnificalions.

In the normal course of business, the Company enters into contracts and agreements that contain a variety of
representations and warranties and which provide general indemnifications. The Company’s maximum exposure
under these arrangements is unknown, as this would involve future claims that may be made against the Company
that have not yet occurred. The Company expects the risk of any future obligations under these indemnifications to
be remote.




Essex National Securities, Inc.

Notes to Statement of Financial Condition

Note 7. Regulatory Requirements

As a registered broker dealer, the Company is subject to the net capital provisions of nule 15¢3-1 of the Secunties
Exchange Act of 1934, which requires the maintenance of minimum net capital and requires that the ratio of
aggregate indebtedness to net capital, both as defined, shall not exceed 15 fo 1. Rule 15¢3-1 also provides that
equity capital may not be withdrawn if the resulting net capital ratio would exceed 10 to 1. Net capital and the related
net capital ratio may fluctuate on a daily basis. At December 31, 2006, the Company had net capital of $315,830
which was $665,830 in excess of its required net capital of $250,000. The Company's ratio of aggregate
indebtedness to net capital was 0.85 to 1. The net capital rules may effectively restrict the payment of cash
dividends.




